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·IT IS FURTHER ORDERED that this Decision shall becane effective

imnediately.

ER
;,

m Wtt'NESS WHEREOF, I, JAltES W1T'JBEWS, Executive
secre€ad the Arizona Corporation Carmission,
have hereunto set my hand and caused the
official seal of this Ccmnission to be affixed
at the capitol, in the City of Fhoenix, this..lL
day of <§Jr , 1990.
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION )
OF U S WEST CO:MMUNICATIONS, INC. FOR A)
HEARING TO DETERMINE THE EARNINGS OF )
THECOMPANY,THEFAIRVALUEOFTHE ) DOCKETNO. _
COMPANY FOR RATE MAKING PURPOSES. )
TO FIX A JUST AND REASONABLE RATE OF )
RETURN THEREON AND TO APPROVE RATE )
SCHEDULES DESIGNED TO DEVELOP SUCH )
RETURN )

DffiECT TESTIMONY OF

DONALD K MASON

US WEST CO:MMUNICATIONS, INC.

JULy 15.1993
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Page 12, July 15, 1993

A. The corresponding growth in switched access minutes purchased by toll

competitors is the primary evidence that suggest toll is continuing to

grow at 6-8% per year. National data also supportS this conclusion. As

shown in Gary Rees' direct testimony, competitors' originating switched
access minutes continue to grow while USWC toll minutes are declining

year over year. This does not even consider the impact in growth of

special access circuits. The impact of this shift flows through to the

revenues USWC receives. For every minute of toll usage, USWC

receives $.15-.20 versus about $.10 received from switched access.

Considering the millions of min,utes in competitive loss, these nickels

and dimes add up to large revenue amounts. IfUSWC's 1992 toll growth

rate had maintained historic levels, USWC would have realized over $2

million in additional revenue by handling the minutes as toll revenue
instead of switched access.

Local Exchane-e Competition

Q. WHAT TYPES OF COMPETITION IS USWC FACING TODAY IN THE

LOCAL EXCHANGE AREA?

A. In addition to alternative providers of competitive private line facilities

reviewed in an earlier section, cellular provides an alternative wireless

service to basic exchange service.

Q. WHO ARE THE PRIMARY CELLULAR CARRIERS IN ARIZONA
TODAY?

A. Bell Atlantic and PacTel provide cellular service in competition with U S

West in the Phoenix and Tucson markets. Each of these RBOCs is a

significant cellular player being ranked number 4 and 5 nationally in

terms of population served.

Q. WHAT TYPE OF GROWTH RATES IS CELLULAR EXPERIENCING

TODAY?
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A. During 1992, the cellular industry posted a 46% increase in the number
of cellular custome~s. Nationally there are now ov:er 11 million
subscribers of cellular service. In 1992, an estimated 2,500,000 more
cellular phones were used than in 1990, while only 1,900,000 lines were
added to the landline network in the same time frame.

Q. WHAT IM:PACT HAS THE INTRODUCTION OF CELLULAR

SERVICE HAD ON USWC BASIC EXCHANGE SERVICE?

A. While there is little evidence today that cellular service is actually
replacing traditional wireline service, clearly a portion of the usage that
is now carried by cellular carriers was previously carried by landline
carriers. Not only is local and coin usage impacted, but toll usage also.
Long distance calls placed on cellular phones may be carried by the
cellular carrier's network which offer both intraLATA and interLATA
calling. In addition, growth in cellular has likely impacted the sales of

additional lines to the landline network. As prices continue to decline
for cellular service, it can be expected that cellular will begin to compete
directly with wireline services and other wireless services for basic voice
telephone service. As features and services grow, cellular will begin to
look more and more like basic telephone service. For example, cellular
companies are just now beginning to develop ways to effectively
transport data over existing cellular networks using packet technology.

FUTURE COMP:EXITION W LOCAL EXCHANGE MARKET

Q. BASED ON YOUR GENERAL UNDERSTANDING OF THE

INDUSTRY, WHAT WOULD YOU EXPECT THE FUTURE TO HOLD

IN THE WAY OF LOCAL EXCHANGE COMPETITION?

A. Full scale local exchange competition will develop following the
expansion of competition in the toll, access and private line arenas.
Given the degree of competition in Arizona today, the presence of local
exchange competitors and the permissive FCC policies now in place, I
would anticipate a rapid acceleration in local exchange competition in
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ARTICLE L PVBLlC UTILITY BOLDING COMPANIES
AND AFFILIATED INTERESTS

)

)

Rl4-2-801. DeftaitioDs
In this Article, unless the context otherwise requires:

1. "Affiliate",withrespecttothepubUcutility,shallmelDlDy
other entity direc:tly or indirectly controlliq or controlled
by, or under direct or indirect common control with, the
public utility. For purposes of this definition, die term
"control" (including the correlative meanings ofthe terms
"controlledby"end"undercommonCODtroI withj,uuled
with respecttoanyentity,sha1IlDe1D thepowertodirecttbe
D1II1aaement policies of such entity, whether throulh
ownershipofvotingsecurities,orbycontract, orotherwise.

2. "Commission." The Arizona Corporation Commissioo.
3. ''Entity." A corporation. partnership, limited partnership,

joint venture, trust, estate, or natural person.
4. "Holding Company" or "Public Utility Holding

Company." ADyatriliale that controls a public utility.
5. "Reorganize" or "Reorganization." The acquisition or

divestitureofafinancial interest in an aftlliateorautility,or
reconfigurationofanexistingaftiliateorutility'spositionin

R14-2-704. CommillioD rniew oratUity .....
A. Within 120days ofthe submiuionofdemIDd forec:uts, supply

plans, uncertainty lDalyses, and inteJflledresourceplans by the
utilities, theCommission shalIlCbecluleahearingorhearings to
review utility filings end todetennine the degree ofconsistency
between these filinp and lDIIyses conducted by the Itaft' and
information provided by other pII'ties.
The CommiIIion may requeIt Idditional IDIlYle& 10 be
conductedbytheutilitieltoimprovespeclfiedcomponentsofthe
utilities' _,.a.
ID IDItinI its CClIlIiIleDCy deerminatioD, dieCommissioD IhalJ
COIIJider die followina factors:
I. The toca1 COlt ofelecIric eneIIY .-vices.
2. 1be deIree to which die factors whicb affect demand.

iDcIudina demIDd IDIDIpIDCIlt, have been lIkeD into
ICCDlIDL

3. 1bedelreelDwIIicbnoo-atility lUpplyalternatives.1Uch IS

copueration and Ie1f poen.tioD, ave been taken into
ICCOUDL

4. uocertmnty indemIDd ancInpply1Dal)'leS, forecasts, and
plans, IDd the flaibDity of p1IDI CDIbliDg response to
UDfOl'men chIDpa in IUJlPly and demand fIctors.

5. The reliability of power IUpp1ies.
The cunmigjon may IUbiequently CDDIider ill COIIJisteney
cIetamiDation in ill review offinlncinaapplications. in pnenl
ratecues,lUd inothermaa.en inwbich diesupply ofordemIDd
for enerzy IeI'viceI isalipificlnt factor.

IIistorkal Note
Adopted effective February 3, 1989 (Supp. 89-1).
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ii. The CIpitI1 COlt, CClDIII'UCIioo lime, IIld 1. ThelellyarpianorfleltibJeeetofpllDswbich,ClDthebasis
CXIIIIInICIion lIIeIidina 1Cbedule. of die _,.a required in Ibis ArdcJe, including die

c. TbefJICIIltioD1eveIIUlUlDedforeecbClllllpODelltof IIIICIIftIinI:ylDllyail.wiIlteadtominjmizethepreeeDtvalue
COlt for eecb JeDIlI'IIinI _ IDd pun:bued power ofthe IDII1 COltofmeeliD8d1e demIDd for eIecIriceDeIIY
eource. .-vices.

d. For the ctiIcoaIiDuItio decAuml....I"', or JDOCb- 2. QImpIete cIeICIipdaa IDd........rm ~the Ieut COlt
bIIliDa ofeny power IOUnle IDdpmDIDeIIl deraIiDp p1ID, includinllllPPly IDd demIDd aide rmditjona, COltS,
of ID)' paentiJII flCility: IDIl diIcount rata ulilized.
L IdendficItion of die power IDIICeI or UDits 3. AD Idion plan iDctir.Nj", die lUpply IDIl demIDd-relIted

iDvolved, ICIioDs to be aade:rtIbn by die utility OVfftIdIe next three
Ii. The costs IDIl speDd.iDg lICbeduleof IUCbdiscon- yem in furthenDce of die "yell' plan.

tinUltion, cIecommiuiODin&, mothballing, or IIiItorIaI Note

UL =ordilcontinUltion,decommiasion- Adopted effective Febnwy 3,1989 (Supp. 89-1).

iD& mothballing, or dentin&.
e. The cepitallDd operating end mainlelllDCe costs of

new or refurbished trIDSmission end distribution fa
ci1itiea,endadcscriptionoftheoeedforendpurposeof
IUCb fIcilitiea.

2. Documentation of the dIta, usumptions, end methods or
models used to forecast production COltS end power
production in IUbsection (0)(1) of this Section, iDcluding B
the method by which the forecast wu c:alibrated or •
benchnuuked.

3. Deaaipdon of IICb poteDtial power IOUI'Ce wbicb was C.
rejected, dleClpitalandopenl:iDalDllmainlelllDCeCOltSof
IICb rejectecllOUrtC, IDIl tbc reuoDI for rejec:ting eech
IOUn:e.

4. "yarfcncutofcoaeoeratkmlDllotberle1faa-ation
by cmtomen of the utility in IllIms of III1lUI1 peak
poduction (mepWltll) end umual eoeqy production
(mepWilt boars).

5. DiIagreption oftbc fcncutohublection (0)(4) oflhis
Section iDID acompooeot inwbicb DO Idditiooal efforts ere
IDIde tiD eocouraae nc:h aeaadon, and a component
consisting of the change in IUpply due to Idditiooal
forecuted copncndon end Ie1f pneration meuures.

6. "yarforec:utofcapitallDdoperatinaendmlinlelllDce D
COltS by yar ofall copnention end other selfae-atioD •
included in IUbsection (0)(5) of this Section.

7. Documentation of die lDa1ysis of cogenention end other
Ie1f pneration in IUbIection (0)(4) through (6) of this
Section.

Eo ADalyses of uncertainty. Each utility Iball provide to the
Commission the followins information by December31, 1989.
IDd every three years thaafter:
1. Analyses usin& Ippropriate methods IUch u IeDSitivity

lDIlyses and probabilistic 1DIlyses, to usess enors and
uncertainty in:
L Demand forecasts,
b. Tbe costs of demand management measures and

power supply,
c. The availability of sources of power,
d. Chanps in fuel pices, end
e. Other factors which the utility wishes to consider.

2. Identification of those options which enable the utility to
beat respond to significant changes in conditions whose
future characteristics ere uncertain, including:
L Continual monitoringofcritical variables andmaking

commensuratechangesinplansifthosevariablesdevi
ate significantly from the forecast,

b. BuiJdingseveralsmal1erunits insteadofonelargeunit,
c. Sharing capacity with other utilities, and
do Conducting well monitored pilot progrIDlS.

F. Integrated resource plan. Each utility shall provide the
commission with an integrated resource plan by December 3I,
1989. and every three years thereafter containing:

Supp.93-4 PlaeI02 December 31, 1993
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......... Note
AdopCed effective July 30, 1992 (Supp. 92-3).

Ri4-W04. Com........ Rmew til 'lnnw:floaa ......
Public: UtDities _ AJIIUates
A. A utility wiD not b'IDIICt busiDeu witb an affiliaIe unleu the

a161iate qrees to provide the Commiasion ICCeSS to the boots
and records of the a16liate to the degree required to fully audit,
examineorotherwiseinvestigatetrlDSlCtionsbetweenthepublic
utilityandtheaffiliate. Inconnectiontherewith, theCommission
mayrequireproductionofbooks.records.1CCOUllts,memoranda
and other documents rell1ed to these transactions.

a AutilitywillnotconsummatethefoUowing transactionswithout
prior approval by the Commigion:
I. Obtain I financial interest in any afIiliI1e not JegU111ed by

the Commiasion, or gumntee. or usume abe liabilities of
JUCb Iffiliate;

2. LeallDaDYlffilil1enotreplaredbytbeCommission. with
die aception ofsbart-term louis for I period1_ tban 12
montbl in an IIDOUDtJeu IbID $100.000; or

3. Use utility funds to form lsubsidilly ordivest iIIelfofany
lllablilbed IIlbsidilly.

C. 1be CommiAion wU1 review tbe 1IUIICtioas set forth in
subsection (B) above to determine if tbe II'IDIICtions would
impU'abef'inuIc:ialltltUlofthepublicutility, otherwiseprevent
itfroml1tl'llCCiDacapitalllfairandreuonableterms.orimpairthe
ability of the public utility ID provide safe. reuonable and
IdequI1e service.

D. Evay tianyc:tjon in violation of subsection (A) or (B) above is
void. and abe IrIDIICtion shall not be made on abe boob ofany
public service carporadon.

Eo 1besyslemofICCOUDtsusedby thepublic utility wiD includeabe
necessary ICCOUIlting records needed 10 record and compUe
lrlnuctioN with eacb atI'iliI1e.

IIiItoI'bl Note
Adopted effective July 30. 1992 (Supp. 92-3).

Rl4-UOS. Annul F'IIinI Requ1mnenD til DiYenUlcation
Acti'rities and Plans
A. OD orbefore AprD 15tbofeach CIlendaryear. all public utilities

meetinI the requirements of RI4-2-802 and public utility
holding companies will provide the Commission with a
description ofdiversification plans for the current CIle:ndar year
that have been approved by the Boards ofDirectors. As part of
these filiDp, each public utility meeting the requirements of
RI4-2--802 will provide the Commission the following
information:
1. The name, home office location and description of Ihe

publicutility'safflliateswithwhomttansaetionsoccur,their
relationship to each other and the public utility, and the
pneral nature of their business;

2. A briefdescription of Ihe business activities conducted by
the utility's affiliates with whom ttansaetions occurred
during the prior year, including any new activities not
previously reported;

3. Adescriptionofplansfortheutility'ssubsidiariestomodify
or change businessaetivities, enter into new business
ventures or to acquire, merge or otherwise establish a new
business entity;

4. Copiesofthemostrecentfinancialstatementsforeachofthe
utility's subsidiaries;

Ibecorporal8lInIdUteordle......orcmMlidetignofan
diliIIe or I ud1ity.

6. '"Sublidiary." Any dUiaIe COIIIIOUed by I utility.
7. "...of AccouaII. The ICCAdi.ina tyIIem or iyIIaDS

JftICribed for adlitiel by Ibe Onmilljm
I. -Udlity" or "PlIbUc: 'UIWty. Aaya.. AiaftIIIIr-owaed

pubUc .-viceCClIJIClIIIioa IUbject II) IbejariIlIicIioDofIbe
Arizoaa Corpontioa Comminioq

IIiIIoricaI Note
Adopted effective July 30, 1992 (Supp. 92-3).

R14-20803. 0rpniPti0n ofNJUcUtilitJHoIdiD&Cola""
A. Any utility or If6liaIe in1eDd.iD& ID orpDize I public udlity

boldiD&companyorrapnizeanexisUngpublicutilityboldiq
COIDJIIDY will DOdfy the Commiuion's Utilities Division in
writiq I1leut 120 days prior tbereID. The DOtice ofintent will
iDclude the foDowiDa information:
1. The DIIDeI and buliDea lddreueIofabe propolIedotficerI

and directon of tbe boldin& complll)';
2. Thebusineupul'pOIllI forestablisblng orreorpnizjDl the

holding COIIlpany;
3. The propoeed metbocl of finIncing the boldiDg COIIlplUlY

and the rauJtant capitall1nleture;
4. The reMtInt dfect on the capitIJ III'Uc:IU!e of the public

utility;
5. An orpnization c:bart of 1be hClIdiDg company tbat

identifies all a16liata and their relationships within the
holdina company;

6. The proposed method for allocatin& federal and state
income taxes to the subsidiaries of the bolding company;

7. The anticipated changes in the utility's cost ofservice and
tbe cost of capitallllributable to the reorganization;

8. A desc:ription of diversification plans of affiliI1es of the
holding company; and

9. Copiesofall relevantdocumentsandIDiDpwiththeUnited
States 8ecurities and Exchange Commission and other
federal or state ageucies.

10. The contemplated annual and cumulative investment in
each affiliate for the next five years, in doDars and IS I
percentageofprojectednet utilityplant, andanexplanation
of the reasons supporting the level of investment and the
reasons this level willnotincreasethe risksofinvestmentin
the public utility.

II. AnexplanationofthemannerinwhichtheutilityCIDusure
thatadequatecapitalwill beavallablefortheconstruetionof
necessary new utility plant and for improvements in
existingutilityplant11nogreatercost than iftheutilityor its
afIiliate did DOt organize or reorganize I public utility
holding company.

:. The Commission staff will, within 30 days after receipt of the
DOIice of intent, notify the Applicant of any questions which it
bas conc:eming the notice or supporting information. The
Commission will, within60days from tbereceiptofthe noticeof
intent, detennine whether to bold a hearing on the matter or
approve the organization or reorganization without a bearing.

December 31, 1993 Paae 103

R14-2-802. AppIlcabOity
A. 1beIeJUles areapplicable toall CJus Ainvestor-owuedutilities

UDder!bejurildictionoftheCommissionandareapplicable toall
lI'IDSICtions entered into after tbe effective c1ate of these rules.

a IDfcmnation furnished to the Commission in compliance with
these rules will notbeopen to public inspection, ormade public,
except on order of the Commission.orby the Commission, or I
CommissiODel' in the coune of I bearinB or proceeding.

IIiIIoricaI Note
Adopted effective July 3n. 1992 (Supp. 92-3).
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Rl4-2-901. AppIicatioD for e.tifIcIIte f1I e.m.ieDce ad
Nec:8Iity
A. Witbin3OdaysoftheetfectivedareoftbisArtic:le,allLEC'slball

provide writtennotificationoftherequiremealsoftbil Articleto
each of their existin& customen of record. Such notification
IbalIbe inaform acceptable totheCommiaionandlballexplaiD
that all c:ustomen of record Ire required to file either an
application for • ccrtificIIe of convenience and necessity
(CC&N) PUI'IUIDt to tbis Section or an application for an
Idjudication DOt a public eervic:e corporation pursuant to
RI4-2-904.

B. Any customer of record requesting PAL eervic:e subsequent to
the effective dare of this Article who wu DOt subject to 1bc
provisions ofIUbIections (A) and (E) of tbis Section, or whose
PAL service wu terminated pursuant to 1bc provisions of this
Article. IbalI provide to lhe LBC proof of eidler:
1. A CCctN poted pursuant to this Section; or
2. Anadjuclicationorderdeclarin&lbatitisnotapublicservic:e

corporation pursuant to RI4-2·904.
C. All customers of record IbalI submit to the Commission an

oriJinal and ten copies of an application for • CCctN. A
customer of record who has COPT's p1Iced in more than one
location may apply for a single CCctN 10 cover all locations
served.

D. Each customer of record sba1Isubmit an application on a form
providedby theCommission which includes allofthefollowing
information:
1. Thenameandaddressofthecustomerofrecord,includinga

contact person for coordinating communications with the
Commission and a contactpersonor telephone number for
maintenance and complaint handling. If the customer of
record is other than an individual, I listing of the officers,
diMctors, or partners and a copy of the articles of
incorporation, partnership aareement, or olber
organizational document shall be provided.

2. A description of all aftiliated relationships between the
customer of record and any public service corporation or
telecommunications company.

3. The addresses and descriptions of locations to be served,
including the name of the serving LEe.

4. A description of the equipment being used to provide
service.

S. A list of services provided and the proposed rates.

December 31, 1993PaaeI04

Historical Note
Adopted effective July 30, 1992 (Supp. 92-3).

ARTICLE 9. CUSTOMER·OWNED PAY TELEPHONES.

Corporatioo Onmiaion - Fixed Utilities

S. AnulelllDClltoftheeft'ectofc:umDt1DlSplanDcdaftilialed 2. "Cutomer of~melDS a premiIea owner or vendor,
ICtivitiei GIl the public utility's c:ipbal1bUCtUte IDlS the who bas eidler applied to, or who bu obtIined from, an
publicutility'ubWtytoaanctClpiIllatfairlDlSreuoaable LEe III ICCeII tiDe to be a COPT provkIer.
.... 3. "'CuIomer-owoedpaytdepbaoe(COPI')provider"means

6. '!be biles upon whic:b the public 1IdIityboldiDI compllly an entity IUIborized by die Cmunipion 10 provide public
1Il0Clfa plant, revenue IDlS expeIIIeI to aflUiIfM IDlS die pay teIepboDe .mce lID __uen IDd wbicb iI DOt a
IIDOUD1I involved; III apllDldoD of die demadon of the CIIdfk:aIed LEe OIl die efI'ectM dire of tbiI Article. For
factors; the JeUODI aupportiDa dill methodolol)' and the puIpOIeI of compJiaDce wiIb ArIicJe 5 of tbiI Cbapter,
IUIODI IUppOJ'tiDa die allocation; "COPT provider" doea DOt mean a "uIility" U defined in

7. An apJaDadon of the maDDer in whicb the utility's CIpital RI4-2-S01(24).
IlrUcture, COlt of capital IDd ability to raiIe capital at 4. "'SOO' 1eI'Vice" melDS caJ1I to le1epboDe numbers which
reasonable rateI have been affected by the orpnization or oarmally CIDbereached withoutcbllJe to thecallingparty
recqanization of the public utility holdina company; by c:tialingl-800 plus leVen diJits.

8. The dollaramount transferred between the utility and each S. "Entity" means a corpomIion, plltDerlhip, limited·
aftlliate during the annual period, and the purpose of each partnenhip, joint venture, trust, estate, or natural person.
tnnsfer; 6. "Local exchange company (LBC)" means a company

9. Contracts or agreements to receive, or provide which is c:ertificated to operate the local public switched
management, engineering, accounting, legal, finaDclal or telecommunications network.
other similar services between a public utility and an 7. '"Public access line (pAL)" means Ill)' LEe tariff under
affiliate; which COPT providers lie authorized to obtain access to

10. Contracts or qrcements to purchase or sell Joods or real the local and intereJtc:banle telecommunications network.
property between a public utility and an aftiliate; and IIiIaorica1 Note

11. Contnets or agreements to lease goods or real property Adopted effective September 16, 1992 (Supp. 92-3).
between a public utility and an aftlliate.

B. After reviewing the diversification plans, dieCommission may,
within90daynfterplanshavebeenprovided,requeltldditional
information, ororderahearina, orboth, should itconclude after
its review that the business activities would impair the financial
ItatUs of the public utility, otherwise prevent it from attrllCting
capital at fair and reuonable terms, or impair the ability of the
public utility to provide safe, IeUOnable and adequate service.

IIiItoriad Note
Adopted eftective July 30, 1992 (Supp. 92-3).

R14-1·90L Definitions
In this Article, unless the context otherwise requires:

1. "Affiliate" means any other entity directly or indirectly
controlling or controlled by, or under direct or indirect
common control with, a customer of record. For purposes
of this paragraph, the term "control, (including the
correlative meaninp of the terms "controlled by" and
"under common control with"), u used with respect to any
entity, means the power to diIect the management policies
of such entity, whether through the ownership of voting
securities, by contract, or otherwise.

Supp.93-4

Rl4-~ Wah_ from the Pnmsions or tbiI Article
A. '!be Commission may waive compliance with any of the

provisionsofthisArticleupon a finding thatsuch waiveris in the
public interest.

B. Anyatfectedentitymaypetition the Commissionforawaiverby
filing a verified application for waiver IettinJ forth with
specificitythecircumstanceswherebythepublicinteleltjustifies
noncompliance with aU or part of the provisions of this Article.

C. If lhe Commission fails to approve, disapprove, or suspend for
furtber consideration an application for waiver within 30 days
following filing ofa verified application for waiver, the waiver
IbalI become effective on the 31st day following filing of the
app1ication.


